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X. Beoently iimmoo hivisi m has bean requested on severe! 
occasions to effect adjustments in compensation of covert contract 
personnel without appropriate aiaeixtaent of contracts. These sdjw.t~ 
mmAft met frequently pertain to the treatment of the ooaatract for 
tax purposes and are occasioned by recent determinations with reaped 
to the obligation* of the Agmey and/or the contractor with respect 
to taxes. 

2, in order to properly certify payments under contracts, the 
Certifying Uffieer awe t establish that evident of service contain- 
plated by tile contract is on hand and that compensation for such 
services .Is computed and paid In accordance with the specific terse 
of the contract, la case of questions, the Certifying Officer Is 
protected in the exercise of his authority to certify claims only if 
he can show that payiswnte have been effected In strict oonforaanc® 
with the terns of contracts executed by competent authority. 

3. Consistent with the above, finance division cannot, in the 
absence of an appropriate contract amendment, effect adjustments In 
the rate or conditions under which empenaatien is payable under 
contracts for personal services, whether such adjustments relate to 
detersdnationa as to tax obligations, classification of compeneetion, 
allowances, etc., for tax purposes, or changes in rates or methods of 
computing financial entdtlejaentB under the contract. It is raooanisad 
that, ordinarily, tax obligations are determined by applicable tax Ism, 
however, it i« also tanas- that such obligations as accrue as between the 
responsibilities of the Agency and persons entering into personal 
service contracts with it oust be determined on the basis Of relation- 
ships created by the contract. These relationships are often not 
evident from the language of the contract but auat be determined on 
the basis of the fact® in the case and the intention of the contract- 
ing parties. for this reason, and in the interest of avoiding confusion 
and sd sunder standing , finance division must Insist that each contract 

be fully documnted by inclusion of appropriate language within the 
contract or by formal araendtaent, as to the full reepoasibilitief; asemaod 
by the Agency, Including treatment of amounts payable under the contract 
for tax purposes. 
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4. Legal determinations ac to the propriety of terms of contracts 
and interpretation® of contracts ere natters for resolution between the 
Office of General Counsel and the Contracting Officer* Ihis is not to 
say that finance Division proposes to ignore prcrvisioria of contract® 
wliich appear to require re-ecraraination wherever they ere detected in 
tli© course of routine processing of contracts. Cm the contrary , when- 
ever such, sawisionn, or provisions which appear to be iapractical of 
adnisi stratlon or are Inconel stent with known oircusstrac os of the 
relationship cone to our attention* they will be referred to Office of 
General Counsel or the contracting Officer, as appropriate, for review 
and decision. 

c. iuvmii in instance® wherein relationship® established 'between 
the ligeasay arcs contractors are such as to dictate adjustment of contracts, 
other coacidea'ations may require ssodiflcstlon of indicated action. 
Specifically, reference is made to instance® wherein it has been deter- 
mined that Social Security taxes should be withheld where contracts 
previously have not eontai aed provisioits for such action, la such 
instances, it is our view that amendment of contract® which provide for 
retroactive adjustment of taxes should be- considered in the light of 
cover sad security, a® wall as the legal wad sdmlni ®tr stive obligation.®. 

6. lie troaetive adjustment of taxes, while creatii^ an additional 
adfalalstrRtiv© burden, does not ordinarily involve cover or security 
considerations provided the contemplated adjustment doe® not involve 
more then tax adjustments far the current tax year. In way case, however, 
where mSSUsm yj aS Eft! tfjf are involved, adjustment would normally 
require filing of wsorded tax returns by the tax-payer as well as the 
Agency. ^hi® action which, in most cases, may involve change from a 
siclf-o.vployed overt return basis to an employee covert return be sis may 
well have security rad cover implications which should be considered 
before contracts are ascended. It is cor opinion that general policy should 
preclude retroactive amaadnaKte of contracts. Also, where amendments 
appear to be necessary, in esrceptioital esses, which will require the 
filing of amndecl returns for prior years that concurrence of Cover 
Division rad Office of Security, as wall ss office of General counsel, 
should be obtained before the amendment® ere formalized. 

7. in summary, the views of Finance Division on the above matters 
relating to the financial administration of contract® for personal 
services are expreeeed as fallows ; 

a, . Payments under contract® must confer ta to the Sjaseific 
terms of contracts, ho adjustment of such payments should be 
effected without supporting contract amendment* 

b. .pegai determination® rad interpretations of contract 
terms are matter® for resolution by the Office of General Counsel 
rad the Contractile Officer and not by tbe Finance mvltdor. 


Approved For Release 2001/08/31 : CIA 


\5§f ^8-1 


0471 8A0020001 80001-1 


25X1A5a1 


c. Contracts should by their terse, set forth gonjpeneation 
am other emlumenta by specifically assl^rxed dollar equivalents, 
to be treated as compensation for tm purpose© , and the contract 
should clearly state the tax withholding am reporting obligations 
undertaken by the Agency. 

d. contracts and contract amendments should not be leaned 
on a retroactive basis, but should be executed and be released 
isrior to the effective dates, Where amendments requiring adjust- 
meant of taxes withheld or prior years* tax returns arc determined 
to be necessary , action to amend the contract should receive 
cover hi vision, Office of Security and Office of General Counsel 
approval , 

8. 1'our reaction to the views expressed above will b© appreciated, 
in the meantime, and in order to expedite clearance of contractu, finance 
Division will return, for appropriate determination and clarification, 
contracts and amendments which are received which reflect variance from 
the above trim! pies. 25X1 A5a1 

^^l/^UcKsieten^dth the alxnro, the contract amendments fox'HHHH 

returned, with the request that they -^Turtfer 
executed to conform with the thoughts expressed 

above. 



25X1A9a 


Attachments (3) 


Distribution: Qrig. & 1 - Addressee 

1 - DD/S 

1 - Cover Division 
1 - Office of Security 
1 - OGC 

1 - Office of Personnel 
1 - 33A/DDS 
1 - OSeL/FD 
1 - C/FD 


FD/LEB :iahp 
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